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SUBJECT: RECENT ECONOMIC DEVELOPMENTS 
REF: OTTAWA 8684 

1 . SUMMARY. THE STATE OF THE CANADIAN ECONOMY ON EVE OF 
MINI BUDGET ANNOUNCEMENT CLEARLY DEMONSTRATED NEED FOR 
INFUSION OF CONFIDENCE FINANCE MINISTER CHRETIEN ATTEMPTED 
TO IMPART ON OCTOBER 20. ALTHOUGH REAL DOMESTIC PRODUCT 
ROSE IN AUGUST, TRENDS IN PRODUCTION, INVESTMENT AND EMPLOY- 
MENT CONTINUE TO BE WEAK. SLIDE IN CANADIAN DOLLAR, WHILE 
APPROPRIATE, HAS NOT HELPED CONFIDENCE. CAPITAL MARKETS 
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SOFTENED IN WEEK ENDING OCTOBER 14 AND INTEREST RATES HAVED 
FIRMED. PROVINCE OF QUEBEC BOND ISSUE RECEIVED RATHER COOL 
RECEPTION IN EUROMARKET. CANADIAN AUTO TRADE DEFICIT WITH 
U.S. INCREASED OVER FIRST EIGHT MONTHS OF THIS YEAR. END 
SUMMARY. 

2. CANADIAN ECONOMY CONTINUED SOFT ON EVE OF CHRETIEN'S 
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ANNOUNCEMENT OF MINI BUDGET OCTOBER 20. INDUSTRIAL PRODUC- 
TION WAS FLAT IN AUGUST (INDEX STOOD AT 123.7) AFTER 1.1 
PERCENT FALL IN JULY. MANUFACTURING OUTPUT FELL BY 0.8 
PERCENT WITH ESPECIALLY STRONG DROP (MINUS 2 PERCENT) REGIS- 
TERED IN DURABLE MANUFACTURING INDUSTRIES. OUTPUT OF 
TRANSPORTATION EQUIPMENT FELL BY 9.4 PERCENT. SIGNIFICANT 
INCREASES RECORDED IN MINES, QUARRIES AND OIL WELLS (4.6 
PERCENT), TOBACCO PRODUCTS (4.5 PERCENT) AND IN PRIMARY 
METALS INDUSTRIES (6.5 PERCENT). 

3. DECLINE IN MANUFACTURING OUTPUT FOR SECOND MONTH 
RUNNING IMPLIES FURTHER WIDENING OF EXCESS CAPACITY AND 
DEMAND CONTINUES TO BE WEAK. NEW ORDERS FELL IN JULY AFTER 
SMALL RISE IN JUNE. SHIPMENTS IN MANUFACTURING INDUSTRIES 
INCREASED ONLY 0.6 PERCENT IN JULY FOLLOWING 2.5 PERCENT 
RISE IN JUNE AND SHIPMENTS OF DURABLES RECORDED DECLINE. 

IN ITS THIRD QUARTER SURVEY OF BUSINESS ATTITUDES, CONFER- 
ENCE BOARD CONCLUDES THAT BUSINESSMEN APPEAR LESS OPTIMIS- 
TIC ABOUT NEAR-TERM ECONOMIC PROSPECTS THAN THEY WERE 
THREE MONTHS AGO. IN SURVEY, WEAK FINAL DEMAND WAS IDEN- 
TIFIED AS KEY FACTOR INHIBITING PRODUCTION LEVELS. THUS, 
OUTLOOK FOR MACHINERY AND EQUIPMENT INVESTMENT REMAINS LESS 
THAN BUOYANT. 

4. CONSTRUCTION ACTIVITY IS DEPRESSED AS WELL. STATISTICS 
COMPILED BY SOUTHAM BUSINESS PUBLICATIONS SHOW TOTAL VALUE 
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OF CONSTRUCTION CONTRACT AWARDS IN AUGUST WAS C DOLS 1.2 
BILLION, DOWN 1 PERCENT FROM AUGUST, 1976. LARGEST DECLINE 
OCCURRED IN QUEBEC (MINUS 22 PERCENT) WHILE VALUE OF CON- 
TRACTS ROSE 22 PERCENT IN ATLANTIC PROVINCES. CONSTRUCTION 
ACTIVITY ROSE IN INDUSTRIAL SECTOR, BUT INCREASE WAS 
LARGELY IN UTILITIES WHILE DECLINE OCCURRED IN MANUFACTUR- 
ING. CUMULATIVE TOTAL VALUE OF CONSTRUCTION AWARDS WAS 
C DOLS 9.6 BILLION IN 1977 COMPARED WITH C DOLS 9.2 BILLION 
LAST YEAR. 

5. RATHER DEPRESSED STATE OF PRODUCTION AND INVESTMENT 
SPENDING IS REFLECTED IN FIRMS' HIRING INTENTIONS. SURVEY 

OF FOURTH QUARTER HIRING INTENTIONS BY MANPOWER TEMPORARY 
SERVICES OF TORONTO INDICATE THAT 14 PERCENT OF 900 FIRMS 
COVERED PLAN TO REDUCE EMPLOYMENT IN FOURTH QUARTER COM- 
PARED WITH 6 PERCENT GIVING THIS RESPONSE FOR THIRD QUAR 
TER. PERCENTAGE OF FIRMS EXPECTING INCREASED HIRING FELL 
FROM 27 PERCENT TO 20 PERCENT BETWEEN THIRD AND FOURTH 
QUARTERS. STATCAN'S HELP WANTED INDEX DECLINED TO 147 
IN THIRD QUARTER FROM 150 IN SECOND QUARTER. INDEX HAS 
DECLINED IN EVERY QUARTER THIS YEAR. STATCAN FIGURES SHOW 
5 5ERCENT INCREASE IN JOB VACANCIES BETWEEN FIRST AND 
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SECOND QUARTERS OF THIS YEAR, BUT VACANCIES PER THOUSAND 
JOBS WERE CONSTANT (AT SIX) AT SECOND QUARTER LEVEL AND 
BELOW THIRD QUARTER 1976 LEVEL. 

6. GLIMMER OF HOPE APPEARS IN AUGUST RETAIL SALES FIGURES. 
SEASONALLY ADJUSTED RETAIL SALES WERE C DOLS 5.25 BILLION 
IN AUGUST, UP 5.2 PERCENT FROM JULY AND 9.8 PERCENT FROM 
AUGUST, 1976. MONTH TO MONTH INCREASE IN AUGUST WAS 
LARGEST SINCE DECEMBER, 1976. NEVERTHELESS. PRICE RISES 
PROBABLY ACCOUNT FOR MUCH OF INCREASE IN VALUE. 

7. AUTO INDUSTRY IS ANOTHER RELATIVELY BRIGHT SPOT IN 
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OTHERWISE SOMBER PICTURE. INDUSTRY CLOSED 1977 MODEL YEAR 
IN SEPTEMBER WITH 25 PERCENT INCREASE IN SALES OVER SEP- 
TEMBER, 1976. SALES OF NORTH AMERICAN BUILT CARS TOTALLED 
49,819 UNITS COMPARED WITH 38,849 UNITS LAST SEPTEMBER, 

WHILE TRUCK SALES JUMPED 26 PERCENT TO 20,576 UNITS OVER 
SAME PERIOD. HOWEVER, ACCORDING TO STATCAN FIGURES, 
CANADIAN AUTO TRADE DEFICIT WITH U.S. CAME TO C DOLS 790 
MILLION IN FIRST 8 MONTHS OF 1977 COMPARED WITH DEFICIT OF 
C DOLS 537 MILLION IN SAME PERIOD LAST YEAR. COMBINED 
DEFICIT IN PARTS (C DOLS 1.8 BILLION) AND ENGINES (C DOLS 
130 MILLION) MORE THAN OFFSET C DOLS 1.2 BILLION SURPLUS 
IN ASSEMBLED VEHICLES. AUTOMOTIVE PARTS MANUFACTURERS 
ASSOCIATION HAS CALLED FOR FEDERAL LOAN PROGRAM TO ASSIST 
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PARTS MANUFACTURERS TO MODERNIZE AND RATIONALIZE PARTS 
PRODUCTION. 

8. REAL DOMESTIC PRODUCT (RDP) INCREASED BY 0.4 PERCENT 
IN AUGUST AFTER 0.24 DECLINE IN JULY. MANUFACTURING OUT- 
PUT FELL 0.8 PERCENT WHILE CONSTRUCTION ACTIVITY WAS OFF 
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BY 2.3 PERCENT. RDP LESS AGRICULTURE ROSE BY 0.4 PERCENT, 

BUT TOTAL OUTPUT IN GOODS PRODUCING INDUSTRIES RECORDED 
0.3 PERCENT DECLINE. 

9. CAPITAL MARKETS. SLIDE IN CANADIAN DOLLAR ENTRAINED 
WEAKENING OF SECURITIES PRICES AND CONSEQUENT FIRMING OF 
INTEREST RATES. DEALING RATE AT 30 DAYS, WHICH TWO WEEKS 
AGO WAS AT 7.12 PERCENT, FINISHED WEEK ENDING OCTOBER 14 
AT 7.25 - 7.30 PERCENT. ONE YEAR RATE WAS AS LOW AS 7 5/8 
PERCENT THREE WEEKS AGO, BUT ROSE TO 8 PERCENT IN WEEK 
ENDING OCTOBER 14. PRINCIPLE STABILIZING FACTOR IN BOND 
MARKET HAS BEEN STRONG DEMAND FOR SOME HIGH QUALITY ISSUES, 
PRIMARILY THOSE OF GOC. LATEST ISSUE OF CANADIAN SAVINGS 
BONDS (CSBXWHICH YIELD 8.06 PERCENT TO MATURITY) EXPECTED 

TO BE POPULAR WITH INVESTORS. THIS PROSPECT HAS LED 
CAISSE POPULAIRE DESJARDINS OF QUEBEC TO LAUNCH "BONUS 
ACCOUNT ", OFFERING 10.4 PERCENT PER ANNUM, DESIGNED TO 
HELP REDUCE EXPECTED DRAIN OF FUNDS FOR PURCHASE OF CSB'S. 

10. LATEST BOND ISSUE OF PROVINCE OF QUEBEC RECEIVED COOL 
RECEPTION IN EUROMARKET. PROVINCIAL GOVERNMENT HAD ORIGI- 
NALLY INTENDED TO RAISE C DOLS 75 MILLION, BUT AMOUNT WAS 
CUT BACK TO C DOLS 60 MILLION. MOREOVER, ISSUE SOLD AT 
SUBSTANTIAL DISCOUNT RAISING EFFECTIVE YIELD TO 9.12 PER- 
CENT FROM INITIALLY PLANNED 9 PERCENT COUPON. WEAKNESS 

OF CANADIAN DOLLAR COMBINED WITH CONTINUED POLITICAL UNCER- 
TAINTY IN PROVINCE ACCOUNT FOR INVESTORS RELUCTANCE. ENDERS 
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